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WHAT LOWER LABOR FORCE
PARTICIPATION RATES TELL US
ABOUT WORK OPPORTUNITIES
AND INCENTIVES

WEDNESDAY, JULY 15, 2015

CONGRESS OF THE UNITED STATES,
JOINT EconoMIC COMMITTEE,
Washington, DC.

The Committee met, pursuant to call, at 2:30 p.m. in Room 562
of the Dirksen Senate Office Building, the Honorable Daniel Coats,
Chairman, presiding.

Representatives present: Brady, Paulsen, Hanna, Schweikert,
Grothman, Maloney, Delaney, Adams.

Senators present: Coats, Lee, Cassidy, Peters, Sasse.

Staff present: Barry Dexter, Cary Elliott, Connie Foster, Harry
Gural, Colleen Healy, Karin Hope, Jason Kanter, Christina King,
Kristine Michalson, Viraj Mirani, Thomas Nicholas, Robert
O’Quinn, Brian Phillips, Aaron Smith, Phoebe Wong.

OPENING STATEMENT OF HON. DANIEL COATS, CHAIRMAN, A
U.S. SENATOR FROM INDIANA

Chairman Coats. I'll call this hearing to order. Here we are in
a somewhat unique situation. The Senate will be beginning a long
series of votes at about 3:15, which means that close to 3:30 we will
have to adjourn and not be able to come back because these votes
will last for about a two-hour period of time.

The House is in a very similar situation, different procedurally,
but they only also have about an hour. So we are going to have to
expedite the process here.

We have three very good witnesses that we want to hear from.
Our members may be in short supply, which will give each of us
more time to interact with our witnesses. My pastor says that the
more efficient and less time he puts into the sermon, the more peo-
ple want to come to church.

[Laughter.]

And the more they leave with, rather than a long sermon. So let
me welcome our witnesses and thank them for being here today to
discuss the decline in the labor force participation rate, the under-
lying reasons for it, and for what it means for American workers.

We have seen a steady decline in the labor force participation
rate since the early 2000s. June’s employment numbers reveal an-
other drop in labor force participation to 62.6 percent, a record low
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for the post-recession period and the lowest we have seen since the
late 1970s.

Today’s hearing will explore the questions of why the proportion
of Americans looking for work has fallen, what does this mean for
our country and these Americans and their wellbeing, and how
much of this is due to the economy, how much is due to demo-
graphics, social and cultural trends, and to policies that reduce the
reward of working.

The discussion will center on the notable decline in workforce
participation, including how the long-term and short-term trends
factor into the issue; who is working less; where workforce trends
are expected to go from here; and what that means for Americans’
wellbeing and future growth.

The combination of longer- and shorter-term trends in the midst
of an uncharacteristically slow recovery has made it difficult to de-
termine the expectations for future economic growth and workforce
participation.

And that is why we are spending time here today, asking these
questions in hopes of shedding light on this topic. While many be-
lieve that America has entered a, quote, “new normal” character-
ized by lower economic growth and workforce participation, and
subsequently require policies that lessen the negative con-
sequences, is it too soon to claim that these trends are a permanent
feature of the American economy?

Our witnesses, we hope, will shed some light on all of this. As
we know, we are not growing at a rate in terms of our GDP growth
that is allowing Americans more opportunities to participate in a
dynamic, growing economy. And so I think the wisdom that can be
brought to us by our witnesses today in the questioning that will
take place is appropriate.

With that, I am going to turn to our witnesses.

Dr. Scott Winship is the Walter B. Wriston Fellow at the Man-
hattan Institute for Policy Research, previously a fellow at the
Brookings Institution, a research manager of economic mobility
projects of the Pew Charitable Trust, and a senior policy advisor
at Third Way.

Dr. Winship, thank you for joining us.

Dr. Mathur is a Resident Scholar and Jacobs Associate in Eco-
nomic Policy Studies at the American Enterprise Institute. She has
been a consultant at the World Bank and an Adjunct Professor at
Georgetown University School of Public Policy and Economics; a
professor at the University of Maryland. Thank you, Doctor.

And finally, Dr. Jacobs, Elisabeth Jacobs, Senior Director for Pol-
icy and Academic Programs at the Washington Center for Equi-
table Growth. Before that, she was a Fellow in Governance Studies
at the Brookings Institution. Dr. Jacobs has also previously served
as Senior Policy Advisor here at the Joint Economic Committee—
welcome back. And, as an Advisor to the Senate Committee on
Health, Education, Labor, and Pensions.

I welcome all three of you. And, Dr. Winship, we will start with
your remarks. If you can condense those to about five minutes, that
will leave us more time for questions.

[The prepared statement of Chairman Coats appears in the Sub-
missions for the Record on page 32.]
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STATEMENT OF DR. SCOTT WINSHIP, WALTER B. WRISTON
FELLOW, MANHATTAN INSTITUTE FOR POLICY RESEARCH,
NEW YORK, NY

Dr. Winship. Thank you, Mr. Chairman.

Chairman Coats, Ranking Member Maloney, and Members of the
Committee:

Thank you for the opportunity to testify before the Joint Eco-
nomic Committee today. Policy cannot succeed but accidentally if
we do not have a clear understanding of the problems that face us.

It is my belief that much of what we think we know about labor
force participation and the state of the job market is incorrect,
based on a mistaken read of the available data.

In my past research I have examined trends in the labor force
participation of men between the ages of 25 and 54. A strong ma-
jority of men in this age range who are out of the labor force,
roughly 70 percent on the eve of the Great Recession, tell govern-
ment surveyors when asked outright that they do not want a job.

The increase in their numbers between 1979 and 2006 explains
nearl()ir the entire decline in their labor force participation over that
period.

Furthermore, roughly half of men in this age range and out of
the labor force cite a disability when asked the reason for not work-
ing or looking for work.

The increase in their ranks explains about one-third of the de-
cline of labor force participation. Most data on health indicators
offer little reason to think that disabilities are becoming more com-
mon. But receipt of federal disability benefits has increased signifi-
cantly since the 1980s.

Federal disability benefits increasingly serve as a shadow long-
term unemployment program for able-bodied men who struggle to
find work.

Today I will focus my remarks on the labor force participation of
black and white men and women under age 25.

Figure 1 displays trends for these groups over the past 52 years.
A number of apparently worrisome features are evident.

The labor force participation of all four groups has been declining
for 16 years or more, much more for men, and much, much more
for black men in particular.

The participation rate of young black men has fallen fairly con-
sistently since at least 1962, while the rate for non-Hispanic white
men has “only” fallen for the past 33 years. Sizeable participation
gaps between blacks and whites remain.

As I discuss in my written testimony, labor force participation
can decline for good reasons, and increase for bad ones.

In particular, taking into account rising school enrollment among
young adults goes some ways toward explaining the “problems”
shown in Figure 1. African American enrollment rates have risen
steadily over these 52 years, while white rates began rising in the
mid-1980s.

All four groups are equally likely today to be out of the labor
force but in school. The labor force participation rate for white men
in the 1960s was artificially low due to the inflated school enroll-
ment inspired by the Vietnam draft, and to a lesser extent benefits
from the GI bill.
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With the end of the draft, many fewer white men enrolled in
school. As a result, their labor force participation rose, opening up
a gap compared with black men among whom school enrollment
continued to increase.

To illustrate the impact of taking school enrollment patterns into
account, the next chart shows the percent of young adults in the
labor force or in school. The number of young adults we might
worry are idle shrinks considerably versus in Figure 1.

For instance, 43 percent of young black men were out of the
labor force last year, but just 15 percent were out of the labor force
and not in school. The declines in male labor force participation are
much smaller after taking school enrollment into account, and the
female declines disappear altogether.

The American jobs machine is not fundamentally broken. A war
on robots is premature, and always will be. The remaining features
of this chart to be explained also illustrate the importance of oppor-
tunity and work incentives.

The chart shows a dramatic increase in labor force participation
among black women between 1993 and 1997, a period during which
unprecedented state and federal welfare reforms were imple-
mented.

Because the African American poverty rate and rate of single
parenthood are significantly higher than the rates for whites, re-
forms to the safety net disproportionately affect them.

Once receipt of federal means-tested cash assistance is taken into
account, the historic and recent labor force participation gaps be-
tween black and white women disappear entirely. The implication
is that work promoting safety net reforms can successfully increase
labor force participation and consequently as other research on the
1990s reforms has shown reduce poverty.

As for young men among those out of the labor force, the share
indicating to federal surveyors that they want a job has declined
since the early 1980s.

Taking that into account, the share of young men out of the labor
force not in school and who would like to work has been low and
stable since at least the mid-1970s.

Because the decline in wanting a job was larger among black
men, the black/white labor force participation gap largely vanishes
after we account for this factor. Whether or not it is a problem that
a rising share of men do not want a job depends on the reasons
for this increase.

Certainly the increasing number of men receiving federal dis-
ability benefits bears scrutiny and offers another way for policy to
encourage opportunity-promoting initiatives.

Thank you.

[The prepared statement of Dr. Winship appears in the Submis-
sions for the Record on page 44.]

Chairman Coats. Thank you.

Dr. Mathur.
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STATEMENT OF DR. APARNA MATHUR, RESIDENT SCHOLAR
AND JACOBS ASSOCIATE, AMERICAN ENTERPRISE INSTI-
TUTE, WASHINGTON, DC

Dr. Mathur. Chairman Coats, Ranking Member Maloney, and
Members of the Committee:

It is an honor to testify before the Committee on the important
topic of labor force participation, work incentives, and opportunity.

The Great Recession has been severe on many measures, but
particularly in its impact on the labor market. The most recent jobs
report showed healthy job gains and an unemployment rate of 5.3
percent.

However, there are many worrying indicators. Today there are
nearly 6.5 million persons employed part-time involuntarily be-
cause they could not find a full-time job.

Another 1.9 million individuals want a job but have not searched
for work in the previous few months, perhaps because they are too
discouraged to look. Over 2 million workers have been jobless for
27 weeks or more.

The labor force participation rate in the U.S. is at historic lows.
In June 2015, nearly 6 years after the official end of the Great Re-
cession, the labor force participation rate is at 62.6 percent, a rate
not seen since 1978.

This is troubling particularly because participation is declining
not just among retiring baby boomers but also among people at
prime working ages and youth.

Some studies suggest that falling labor force participation rates
among prime age males can be explained by a lack of demand for
middle-skill workers, perhaps because these jobs are more suscep-
tible to automation and to offshoring.

Data show that over the recession middle-skill jobs experienced
a sharper and more long-lasting employment decline than high- or
low-skill jobs. Moreover, middle-skill workers with low levels of
education typically leave unemployment to exit the labor market
rather than to find low-skill or high-skill jobs.

Job mobility also declined significantly during the Great Reces-
sion. Workers were unable to move from poor-quality jobs to good-
quality jobs as easily during the Recession as they would have been
able to do during normal times.

On average, job quality and job finding rates went down signifi-
cantly over the Recession. Due to the slack in the labor market, av-
erage wage growth has been very weak, putting additional strain
on low- to middle-income households.

How do we address these challenges?

First out, it is important to remember that outcomes are highly
influenced by early investments in human capital and skill devel-
opment.

For instance, as per a recent study, moving to better neighbor-
hoods at young ages could improve college attendance rates and
lifetime earnings. Experimenting with solutions that allow low-in-
come families to move from high poverty to low poverty areas could
help improve long-term economic mobility.

Differences in family structure also influence early investments
in human capital. Families headed by single mothers are more like-
ly to live in poverty than married parent households.
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As a result, children in these families have access to far fewer
opportunities and are disadvantaged when it comes to school readi-
ness. To improve outcomes for these families, we should consider
expanding the earned income tax credit.

This helps to encourage labor force participation for single moth-
ers and boosts family incomes, which is helpful for children as well.

For youth graduating into a bad labor market with little pros-
pects of finding a job and burdened with high levels of student
debt, I propose expanding the system of paid apprenticeship pro-
grams that would be available to them before they graduate so that
they can build up a set of skills that they would in fact need on
the job.

Funds could be provided in incentives such as tax credits to
make them participate in these programs which are clearly bene-
ficial to both sides of the market. To improve labor force participa-
tion for women, we need to consider ways to provide paid maternity
leave so that women retain the attachment to the work force even
after giving birth to a child.

I have proposed using the existing system of child-related tax
credits to fund maternity leave. This involves allowing for advance
payments on the EITC, the Child Tax Credit, and the Dependent
Care Credit, and making the Dependent Care Credit refundable.

Differences in state occupational licensing requirements can
make it difficult for entrepreneurs and workers to find opportuni-
ties and jobs. The fraction of workers required to hold a govern-
ment-issued license rose from less than 5 percent in the 1950s to
38 percent in 2008.

This in turn has led to higher training costs which has affected
the mobility of workers across jobs. Mutual recognition of other
states’ licenses would improve worker mobility.

We can also reform the use of Unemployment Insurance funds,
particularly the self-employment assistance program, to help
startups by the unemployed.

A program in France that allowed unemployed individuals who
started their own businesses to keep access to unemployment in-
surance for three years in case the business venture failed was a
success.

There are some policies that should be beneficial to workers in
principle but which research shows often have unintended negative
effects on workers.

For instance, work by Casey Mulligan finds that subsidies pro-
vided to workers under the Affordable Care Act in households with
incomes near 100 to 400 percent of poverty create work disincen-
tives.

Recent increases in minimum wages and the proposal to change
overtime rules can also hurt employment and hours worked for
low-skilled workers.

According to a recent Pew Report, many American families are
feeling financial strain and are still pessimistic about future earn-
ings. In order to improve opportunity and mobility, we need to ad-
dress the labor market challenges facing the U.S. economy today,
perhaps through some combination of policies discussed in my
longer testimony. Thank you.
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[The prepared statement of Dr. Mathur appears in the Submis-
sions for the Record on page 55.]

Chairman Coats. Dr. Mathur, thank you very much.

And now, Dr. Jacobs. Thank you, Dr. Jacobs.

STATEMENT OF DR. ELISABETH JACOBS, SENIOR DIRECTOR
FOR POLICY AND ACADEMIC PROGRAMS, WASHINGTON CEN-
TER FOR EQUITABLE GROWTH, WASHINGTON, DC

Dr. Jacobs. Thank you. Thank you, Chairman Coats, Ranking
Member Maloney, and the rest of the Committee for inviting me to
testify today.

My name is Elisabeth Jacobs. I am Senior Director for Policy and
Academic Programs at the Washington Center for Equitable
Growth. The Center is focused on understanding what grows our
economy, with an emphasis on whether and how high and rising
levels of economic inequality impact growth.

It is an honor to be here today to discuss the health of the labor
market. My testimony highlights the importance of looking not only
at the short-term but also at long-run trends. Doing so is critical
for diagnosing the problem and for identifying the most appropriate
policy solutions.

There are five main conclusions from my testimony that I want
to leave you with today.

First, the labor market is recovering.

Second, looking solely to the unemployment rate overstates that
recovery.

Third, the decline in the labor force participation rate predates
the Recession and is primarily the result of demographic factors.

Fourth, the share of the recent decrease in labor force participa-
tion that is not explained by demographics is mainly due to contin-
ued slack demand.

Fifth, policy can play an important role, drawing workers into
the labor force and therefore boosting labor force participation. But
it is important to pull the right policy levers.

The labor market is in the midst of the longest streak of private-
sector job creation on record and has added 12.8 million private-
sector jobs over the last 64 months.

Unemployment stands at 5.3 percent, the lowest rate in 7 years.
Despite this considerable progress, however, the labor market re-
mains troubled. Relying solely on the unemployment rate as a sign
of labor market health masks underlying problems, many of which
have persisted for decades. Five years into the recovery from the
most severe recession in recent history, demand remains slack. The
employment-to-population ratio has fallen significantly during the
recovery and stood at 59.3 percent in June, but it remains 3.4
points below its pre-recession peak.

The difference between the trends in unemployment and employ-
ment is explained by the falling labor force participation rate. This
decline predates the recession. The overall labor force participation
rate has been declining since 2000, and stood at 62.6 percent in
June.

The long-term trend is mainly the result of several structural
changes, including the aging of the workforce. As older members of
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the baby boom generation retired, the labor force participation rate
ticked down. We should expect this downward pressure to continue.

At the same time, a growing number of young workers tempo-
rarily left the labor force to pursue education. Retirement and in-
creased educational attainment are generally positive reasons for a
drop in labor force participation.

While participation was trending downward long before the
Great Recession, the economic crisis accelerated that decline. Ex-
actly how much of a decrease since December 2007 is due to these
long-term structural changes and how much is due to the excep-
tionally deep Recession is still up for debate, but the accelerated
fall in labor force participation is certainly due to some combina-
tion of these factors.

Policy can play an important role in boosting labor force partici-
pation by focusing on the correct levers. Persistent slack demand
suggests that fiscal and monetary policies are important first steps.
On the supply side, the failure to adapt policy to meet the demands
of modern American families means that women’s labor force par-
ticipation has stalled.

In 1990, the United States was a global leader in women’s labor
force participation, ranking sixth out of 22 high-income countries.
By 2010, we had fallen to 17th. Research suggests that nearly one-
third of that decline is explained by the absence of family-friendly
policies. Paid leave, flexible scheduling, affordable high-quality
child care, and universal pre-K are all policies that could play a
major role in jump-starting the engine of women’s labor force par-
ticipation.

A second policy option to improve participation is a criminal jus-
tice reform agenda that includes a reduction in the incarceration
rate, and policies to curb discriminatory employment practices
against those with criminal records.

Research shows that criminal backgrounds can be significant
barriers to employment. Removing some of this stigma could have
beneficial impacts for many who are currently discouraged from
work. To conclude, long-run trends will continue to push the labor
force participation rate downward, but smart policy can provide
counter-pressure. As long as policy makers are aware of the demo-
graphic headwinds and pursue policy options that fit the problem,
they can take steps to move our economy toward full employment.
Thank you.

[The prepared statement of Dr. Jacobs appears in the Submis-
sions for the Record on page 77.]

Chairman Coats. Well thank you, Doctor, and thank the wit-
nesses for your testimony.

To my colleagues who have just joined us here, I announced early
on the reason we started right at 2:30 is that both the House and
the Senate has kind of a drop-dead time here of around 3:15 or
3:30. So we are trying to shoehorn in a very substantive range of
issues into a small amount of time. So we are trying to abbreviate
and move forward as quickly as possible.

I do want to recognize the Ranking Member, Congresswoman
Maloney, and our Vice Chairman, Mr. Brady, for our hopefully
truncated opening statements. And then we will try to move
through the Members as quickly as we can.
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I will shorten my question time down to one question, but if we
could get to essential question or issue for each member hopefully
we can give everybody an opportunity to raise a point or to raise
a question for our witnesses to respond to.

So we will do the best that we can. We have a series of votes that
is going to take up to two hours, and so there is no way we can
get back on the Senate side, and I think the House has the same
kind of dilemma.

So with that, let me recognize the Ranking Member for her open-
ing statement.

OPENING STATEMENT OF HON. CAROLYN B. MALONEY,
RANKING MEMBER, A U.S. REPRESENTATIVE FROM NEW YORK

Representative Maloney. Okay, thank you very much, Chair-
man Coats, for calling the hearing. There seems to be a broad con-
sensus these days that the economy is stronger than it has been
in years. The evidence is undeniable that the labor market is on
a much stronger footing.

As you can see in this chart, we have had a record 64 straight
months of private-sector job growth with businesses creating 12.8
million jobs during this time, and under the leadership of President
Obama the unemployment rate is 5.3 percent, close to current esti-
mates of what economists call its “natural rate.”

There has also been substantial improvement in the broadest
measure of unemployment, the U-6 rate, which includes discour-
aged workers not in the labor force, as well as those working part
time who would like full-time work.

And as you can see in this chart, the economy has come a long
way. Just remember how far we have come. When President
Obama took office, our economy was in a dire situation. We were
shedding roughly 800,000 jobs a month. But bold action by the
President helped put our Nation back on track.

And I would like to say that many Republicans are acting as if
the declining rate of labor force participation is some kind of new
phenomenon. I note that many of them opposed the measures that
have helped reverse the economic free fall. They predicted dire con-
sequences, but these predictions have been proven wrong.

Now they are left with the weak claim that good job numbers are
not really good job numbers. And that brings us to today’s hearing.
While it is true that economists are concerned about the declining
labor force participation rate, much of this decline is structural and
it long predates the Obama Administration.

Some of my colleagues act like this is a new phenomenon. They
gloss over the fact that the labor force participation rate fell over
the course of George Bush’s Administration, and they ignore that
the labor force participation rate for men has been falling since the
early 1950s, as you can see in this particular chart.

Economists have long anticipated the recent decline in the labor
force participation rate, and they predict that it will continue over
at least the next 10 years. This chart shows the rise and fall in the
percentage of Americans in their prime working years. And I have
just a brilliant statement but I am going to put the rest of it in
the record in the interest of time.

So thank you.
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[The prepared statement of Representative Maloney appears in
the Submissions for the Record on page 33.]

Chairman Coats. Thank you, Congresswoman Maloney.

Congressman Brady.

OPENING STATEMENT OF HON. KEVIN BRADY, VICE
CHAIRMAN, A U.S. REPRESENTATIVE FROM TEXAS

Vice Chairman Brady. Well in the interest of time, I will sub-
mit my record as well. Just to make one 30-second point. You
know, if 5.3 percent was a true indicator of the economy, we would
not be holding this hearing.

The fact of the matter is, the number of adults in the workforce
right now compared to the population has been stalled out about
the same as it was nearly six, seven years ago. The labor participa-
tion rate, people coming back to the workforce, is growing if you
are over 60, shrinking if you are under 60. Not a healthy sign.

This recovery is the most disappointing recovery in half a cen-
tury. We are missing 5 million jobs, more than that, in the econ-
omy. We are missing GDP about the size of Canada that ought to
be back in the U.S. GDP today. And so, no, we are not holding a
parade for the economy because it has a long way to go.

We have been stuck in second gear for way too long. We think
we can do better. And the purpose of this hearing, Mr. Chairman,
I appreciate you holding it, is we think we can do much better for
the people still looking for full-time work in America. So, thank
you.

Chairman Coats. Thank you. I am going to ask just one ques-
tion, too, and ask for hopefully a brief response from our three wit-
nesses here, and then move down the line here in terms of partici-
pation of our members.

The question is this: Are we facing the remaining temporary ef-
fects of this painfully slow recovery?

You know, a study was done that is very, very accurate of the
recoveries from recessions all the way back to World War II. We
are half the rate of the recovery of every other recession that this
country has had for the last 50 years.

And so that really raises the question that a lot of people have
said, well, this is the new normal. I mean, technology changes, ro-
botics, aging workforce and so forth, that’s the reason for this. Oth-
ers are saying, no, it is policy-induced. We have not put the policies
in place to have dynamic growth within the economy and the GDP.
And if we do not get that, we are going to continue to suffer
through this.

And now we are into seven years of this. So regardless of how
many people have come back to work, the precipitous loss of jobs
following 2008-2009, the collapse here, and the continued slow re-
covery has put a lot of people out of work.

So just your thoughts on that and response to that. Is this some-
thing we are just going to have to accept going forward because of
all the changes that have been mentioned? Or is it more policy
driven and Congress, working together with the Administration,
adapting new policies can put us back on a fast track?

Let’s go down the line, Dr. Winship, starting with you, and then
the three of you respond briefly to that.
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Dr. Winship. Thank you, Mr. Chairman. I think that is an im-
portant question, and I do think the research is pretty clear that
the last three recoveries we have had have been, I think jobless re-
covery is too strong a word, but certainly the pace of recovery has
been a lot slower than it used to be.

I think the latest research that I find the most persuasive on this
point actually points to decreased dynamism in the United States
economy—fewer startups, less entrepreneurship—as being a real
correlate of the worrisome trends in jobless recoveries.

So in that sense, I think there are things that policy could do and
the policy has contributed in some sense to the slowdown. I worry
in particular about tax and regulatory policy that has the effect of
protecting incumbent firms and making it more difficult for com-
petitors to enter into markets.

I think if we could remove some of those barriers, we could in-
crease the number of startups and that that would actually have
an impact on recoveries moving forward.

Chairman Coats. Thank you.

Dr. Mathur.

Dr. Mathur. Yes. I do think that this recession has been dif-
ferent from other recessions. We have seen a much more significant
increase in the share of workers who have taken part-time jobs in-
voluntarily because they have lost hope of finding a full-time job
and they are making do as well as possible.

There has been a tremendous increase in the long-term unem-
ployed and the prospects for them getting back into the labor mar-
ket are, you know, dim, given the research that shows that employ-
ers are more reluctant to hire people who have been out of the
workforce for that long.

I do think a lot of it can be—the fact that people are taking these
part-time jobs I think suggests that people are waiting for the re-
covery to happen, and they haven’t just given up. And this is not
a long-term structural thing in the sense that they do wish that
there were policies for growth that would get them those full-time
jobs. So I haven’t given up on those people. And I think if we had
the right policies, as I talk about in my testimony, you know, some
of the regulations that we’re seeing now with the Affordable Care
Act, the work disincentives that exist in there, the minimum wage
rules that are being adopted across different states, the new over-
time rule provisions, I think all of them are pushing us more to-
wards an economy where maybe employers are more reluctant to
hire workers full-time.

And so I think if we saw changes on those policies, and particu-
larly with occupational licensing, if we saw changes in policies, I
think we can see the economic growth and the labor market recov-
ery that we would like to see.

Chairman Coats. Thank you.

And, Dr. Jacobs.

Dr. Jacobs. Thank you. I think this is a critically important
question, and I will give you two parts to my answer.

On the one hand, we know that this recession is not like any
other recession. The crisis was unlike any crisis that we have seen
in the last 50 years.
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Ben Bernanke called the financial crisis worse than the crisis
that preceded the Great Depression. And so I think comparing the
speed of this recovery to recoveries over the last half century is ac-
tually a little bit of an apples to oranges comparison.

That being said, I think it is unsurprising that we still do see
evidence of slack demand. We do still see evidence that there is
work left to be done.

The vast majority of the growth in this recovery has been in full-
time jobs, just as a side point to Dr. Mathur’s point, but we know
there has been slow employment growth across industries, and we
know that there are things that we could do to actually speed up
the recovery if we wanted to.

For example, there are fiscal policies, including infrastructure
spending, that we know would boost growth by about 1.5 percent.
In the short term it would stimulate demand, and in turn over time
you could really see that move the needle on labor force participa-
tion.

So that is the short-term answer in terms of what we see in this
recovery.

At the same time, I think that it makes good sense to think
about the longer term trends. Over the period that you framed in
your question, over the last half century, we have seen economic
inequality rise substantially. And that rise in inequality has been
correlated to slower labor market recoveries than we would like to
have seen. So I think we need to think about policy solutions that
make sense in this context, and we need to also think about where
the gains from growth are going in good times—Ilargely to those at
the very top. We need to really think critically about the policies
that we could put in place that would do something about that.

Chairman Coats. Thank you.

Congresswoman Maloney.

Representative Maloney. Thank you so much. I would just like
to point out that by virtually every measure of labor market health,
the economy is better off now than when President Obama took of-
fice. We were shedding 800,000 jobs a month. We have had 64
months of job growth, with 12.8 million new jobs, private-sector
jobs. And the unemployment rate is at 5.3 percent, down from the
peak of 10 percent.

So I would like to ask Dr. Winship, you mentioned in the first
paragraph of your written testimony, and I quote, “Our misinter-
pretation of the data more often than not, translates into an exag-
geration of the economic challenges we face.” End quote. And I
agree with you.

And in order to make good economic policy decisions, we need to
be sure we have good and accurate data, and we need to be sure
we are interpreting this data correctly. And we are here to talk
about labor force participation rates.

So first let’s talk about demographics and the impact that it has
on labor force participation. Approximately how much of the de-
cline in the overall labor force participation rate over the past sev-
eral years is due to demographics and the fact that the baby
boomers are retiring, that they are leaving the workforce? What is
the percentage that you believe is due to retirement and movement
out of the workforce by the baby boomers?
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Dr. Winship. Thank you, Chairwoman. I would hesitate to put
a percentage on it, but I think it is——

Representative Maloney. So would you say “a lot” or “a little™?

Dr. Winship. I would say “a lot.”

Representative Maloney. A lot.

Dr. Winship. And I think over the course of the recovery, and
even before the recovery, I definitely have been on the record try-
ing to convince more people that month after month when the new
employment figures come out, and labor force participation is
down, that we need to relax a little bit. And it is going to continue
to decline just because the baby boomers are retiring.

Representative Maloney. And let’s talk about a positive factor
that is in our economy now, and that is education. So many young
people are pursuing higher education, and that is a good thing. It
is good for them. It is good for our economy. And it builds their
skills and they are doing it more than previous generations.

And so how much of an effect do you think that that is having
on the labor participation rate, would you say?

Dr. Winship. I think it is significant, especially for the 18- to 24-
year-olds that I am talking about. You know, there is a concern
that if the economy is bad then people decide to go back to school,
or to stay in school because the jobs are not out there, I think there
is some legitimacy to that. Except that these trends of greater
school enrollment really go back a long way. They predate the re-
cession by quite a lot.

Representative Maloney. And now I would like to read you a
statement, if you could please evaluate this for us, and I quote, “I
think we are facing enormous economic challenges in this country.
The Obama economy has led to the lowest labor force participation
since 1978.” End quote.

And given the significant impact of demographics and choosing
to continue education, as well as other longer-run factors that pre-
date the Great Recession and the Obama Administration, do you
think it is a misrepresentation of the data to say that the Obama
economy led to the lowest labor force participation since 1978?

Dr. Winship. I think it was a contributor to the decline. I do not
think it is fair to say that it was the most important factor, by any
means. But a lot of the expansions of our safety net programs that
occurred during the first two years of the President’s first term I
think now need to be wound back a little bit. Because I do think
the evidence from welfare reform in the 1990s really does show
that the work disincentive there can be a real problem.

Representative Maloney. Well, Dr. Jacobs, could you com-
ment? Do you believe the previous statement I read in fact is a
misrepresentation of the data?

Dr. Jacobs. I think to say there is a causal relationship between
the Obama economy and the labor force participation rate is a seri-
ous overstretch.

We know that at least half of the decline over time has been due
to demographic factors. We know another approximately sixth of it
is due to cyclical effects that we could have expected from any econ-
omy. And then we have got a residual, the leftover bit, that could
be explained by a lot of different things, including the fact that this
recession was unlike any recession we have seen ever before.
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So I think it would be a serious overstretch to claim that there
was a causal relationship between the two. I would also note that
many of the expansions to the safety net put in place in the first
two years of the Administration in response to the crisis did little
to alter existing work requirements.

Representative Maloney. So would you agree, Dr. Winship,
that the “92 million Americans who aren’t working” are either re-
tired or, as she says, half of it was due to these other factors that
we mentioned—retirement, and getting an education, and other
factors?

Dr. Winship. It is as good a guess as any. I mean, I think they
were important. I don’t think that much of the expansion of the
safety net was—involved work requirements, unfortunately. I dis-
agree with that point.

Representative Maloney. Well my time has expired.

Chairman Coats. Congressman Brady.

Representative Brady. Thank you. And even in this Adminis-
tration, you can’t claim jobs, you created it, and then ignore those
who can’t find a job. They are related to the fiscal policies of this
Administration. This was a serious recession, no question. Finan-
cial crises are difficult. Absolutely. No question.

It is certainly not the greatest recession, or anywhere close to the
Great Depression. In fact, in modern times President Reagan’s re-
cession he had to deal with had a higher unemployment rate, 10.8
percent.

The question here today is how do we bounce back faster? This
has been a terrifically disappointing recovery. Every month we add
new jobs is a good month, by the way. But we know we can do bet-
ter. And in fact the Reagan recovery was almost three times faster
economic growth.

So the question is how do we get people back in the work force?
So I agree with Dr. Winship. I think there is—some of the obstacles
are the need to rebalance our regulatory process. We need a much
better tax code, to be competitive. We need a sound dollar going
forward. That’s the foundation for growth. And we need more free-
dom to trade around the world. No question.

But, and to Dr. Mathur, to your testimony, you talk about two
things. Could you expand on them? One is, government tends to
stick with the stale old 20th Century responses in our assistance
programs, while states are looking at more 21st Century smarter
work incentives.

Can you talk a little about the difference between the poor work
incentives that were expanded to a big degree in response in this
recovery? I think Dr. Casey Mulligan who you cited in your testi-
mony, and then you also mentioned the Wisconsin FastForward
initiative as a way, as a modern way to actually tackle the labor
participation issue.

Can you expand on sort of that dichotomy between the stale old
iideas ?We have been implementing and the things states have been

oing?

Dr. Mathur. Absolutely. Thank you for the question.

As I mentioned in my testimony, there is a lot of research out
there by Dr. Casey Mulligan which cites the Affordable Care Act
and also the extension of Unemployment Benefits, and other wel-
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fare programs which were definitely needed at the time, but which
also create work disincentives.

So if we talk about the Affordable Care Act, the subsidies that
were provided to people at 100 to 400 percent of poverty had—
could create the incentive to avoid, to stop work, or to not take up
full-time jobs. And the reason for that is that the size of the sub-
sidy, or the value of the subsidy, was a lot higher if you took up
a part-time job, if you worked fewer hours in a year, or if you spent
fewer weeks working.

And at the same time, if you had a full-time job with health in-
surance you were not given the full value of the subsidy, whereas
if you had a part-time job where you were not offered insurance,
the value of the subsidy was a lot higher.

As economists, you know, we believe that these incentives matter
at the margin. You know, we will see how this plays out in the fu-
ture and whether this actually does result in a lot of people sort
of choosing not to work, but these incentives absolutely do exist in
the current system under the Affordable Care Act.

I also mentioned the minimum wage increases and why I think
having sort of wage subsidy programs like the EITC is a better al-
ternative to minimum wage increases. We agree that there is a
large literature on whether minimum wages have disemployment
effects, or they don’t have employment effects. I don’t think any-
body is arguing that it would actually increase employment.

d to my mind, the risk-free strategy then is to expand the
EITC. We know that the EITC is a hugely successful program at
getting single mothers into the labor market. It is hugely successful
at helping families with children, helping low- and middle-income
families, without the negative employment effects that we see—
that are possible with minimum wage hikes.

So I have always talked about if we want to help low- and mid-
dle-income people, even people on minimum wages, I think a better
idea is to expand the EITC.

Now to your point about what is happening in the Wisconsin
FastForward initiative program, there the funds through the—my
idea is to create the right incentives for employers to hire people
out of the pool of long-term unemployed, or hire people out of the
pool of unemployed; provide tax credits to employers, which are
used to provide job training, skills training to workers who would
ordinarily not be hired by employers because they are looked upon
as long-term unemployed. We don’t know what their experience
level is.

But through these programs, you can provide them jobs training.
The employer shares some cost of that training, but in the long run
the worker is matched to a job. And I think that is a far more effec-
tive strategy at getting these people back into the labor market
than just, you know, doing it either through minimum wage in-
creases or through welfare programs.

Representative Brady. Thank you, Doctor.

Mr. Chairman.

Chairman Coats. Senator Cassidy.

Senator Cassidy. Well let me start off by saying this.

Would you agree that it is not—the people who are having the
hardest time are the fellow or gal who has a high school education,
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maybe a year or two more, but not a college education? Semi-
skilled, if you will, a crafts person, blue collar? Everybody agrees
with that?

(Nods in the affirmative.)

Now I have been struck, and we have a slide but I do not think
we have time to put it up, about how the part-time and voluntary
labor force has gone up.

And, Dr. Mathur, you quoted Dr. Mulligan’s information that
this quite likely could be due to the Affordable Care Act. I think
there is good academic data from the Federal Reserve in San Fran-
cisco and elsewhere that if you tax full-time employment for the
low-wage worker they tend to be made part-time. Fair statement?

I also notice that there are some states doing really well in cre-
ating those blue collar jobs, and those are typically the oil patch
from North Dakota, Oklahoma, Texas, and Louisiana. Is that a fair
statement?

And so that goes along with the idea that blue collar workers
have traditionally been employed in mining, manufacturing, and
construction. And an energy-based economy creates mining, obvi-
ously, which in turn manufacturing in terms of construction. Fair
statement?

Now the structural changes that you speak of, are you speaking,
as you mention structurally, of the increased regulation of our jobs
market? Because you point out that there’s academic literature
that shows with increased regulation, you have fewer jobs.

Is it the fact that we are moving away from mining, manufac-
turing, and construction, turning our back, for example, on things
like Keystone-XL, which would have created 40,000 construction
jobs? Or otherwise doing our best to inhibit natural gas and oil pro-
duction and coal production? Is that what you mean by a structural
change? That we are just turning our back on those mining jobs
that would otherwise create prosperity, as they are in North Da-
kota, Texas, and Louisiana, et cetera?

Dr. Winship.

Dr. Winship. Thank you, Senator.

So when I think about structural issues, I do tend to think about
diminishing dynamism. And as I said, part of that is business dy-
namism, but I think a second part of it I did mention that does re-
late to your invoking the strong economies of the oil states is, we
may have less dynamism as Americans, as well.

In the past, probably the most important way that people found
opportunity was to move to it. So you have the Westward migra-
tion. You have the great migration of African Americans from the
South, the migration of poor whites from Appalachia, to where the
jobs are.

Senator Cassidy. May I interrupt, because we have limited
time. Dr. Mathur points out, though, and maybe your assessment,
I don’t think yours Dr. Jacobs, that if you give long-term unemploy-
ment people have less incentive to move. I think you quoted that.

I have read similar articles like that from The New York Times.
If you are doing relatively well, why would you move to North Da-
kota? Because you live in Ohio, and all your friends are in Ohio.
Are you with me?
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Dr. Winship. I think that is right, yes. And I think that we
ought to make our unemployment insurance system—it is a great
example. To the extent we can incentivize people to where the jobs
are when that makes sense for them, that is the sort of safety net
reform I think that would be helpful for expanding:

Senator Cassidy. And structural also includes, from what you
just said, how we structure unemployment insurance and whether
or not we are disincentivizing people from moving from where
there are no jobs to where there might be jobs. Fair statement?

Dr. Winship. Absolutely.

Senator Cassidy. Now in terms of the mining, manufacturing,
and construction, I always considered mining as an important part
of that. And if we do not have the energy, inexpensive energy for
energy-intensive enterprises, are we really going to return to the
kind of manufacturing that created those strong blue collar jobs
with good benefits? That may be beyond your expertise, but I ask
that question for an opinion.

Dr. Winship. You know, I think we are probably never going to
return to the kind of robust manufacturing-based economy that we
had in the 1950s. That said, I think it is important that we do as
much as we can to expand manufacturing in the United States.

I think that other jobs outside of manufacturing can and are
good jobs in many cases. And so

Senator Cassidy. Yes, but I do not see those blue collar work-
ers’ service-related jobs typically bring the same sort of wages with
better benefits. You put somebody on an oil rig—I am from Lou-
isiana—and with overtime he can make upwards of $100,000 a
year. I mean, that is great. A fellow who has two years of training
after high school sort of thing.

Now I will finish by saying I think there are examples—Texas,
Louisiana, North Dakota—where blue collar workers are doing
pretty well. Houma, Louisiana, had the lowest unemployment rate
in the Nation, or second lowest, for several years running, creating
those blue collar jobs.

On the other hand, if you regulate the economy or disincentivize
otherwise, or discourage the use of our natural resources to create
jobs, we are consigning them to a tougher life.

I thank you. I yield back.

Chairman Coats. Congressman Delaney.

Representative Delaney. Thank you, Mr. Chairman, for as-
sembling a group of experts that really bring a tremendous amount
of intelligence on this topic. So it has been a great conversation.

I was inspired by my friend from Texas who was quoting Ronald
Reagan, and it made me think. President Reagan had a good quote,
where he said there are no easy answers, but there may be simple
solutions.

And, Dr. Jacobs, you said something earlier that I think really
could be the simple solution to this very complex question, which
is infrastructure. Because when you think about what we have and
the facts that you have described, while it is interesting to look at
prior recessions, it is intellectually interesting, it is informative to
some extent, it is not really dispositive. And in fact, if you want
to look back to prior events, we should look back at the industrial
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revolution and what happened there, and the disruptive effect that
had on the workforce.

And there was a public policy response, which was to educate
people so that they could be better equipped in the new world. And
there is a little bit of that going on today. So we have demographics
which are changed, and clearly affect the outcomes here. So to com-
pare it to prior recessions, again, is not all that relevant.

We have this tremendous kind of steep trajectory of technological
innovation, which I tend to think is a much bigger contributor to
this problem than people give it credit for. It is also a contributor
to a decline in the standard of living because it leads us really to
creating two types of jobs: high-skilled, high-paid jobs which are
growing quite rapidly; and low-skilled, low-paid jobs which are gen-
erally people who are serving the high-skilled, high-paid people,
right? And there is this huge lack of middle-skill jobs.

And I am very optimistic and confident that the U.S. free market
system will solve this problem over time. Because again if you go
back to other periods of disruption like the industrial revolution,
you had lots of disruption and you had these similar kinds of pres-
sures. But ultimately there was the creative side of creative disrup-
tion that kicked in, and you got a lot of new jobs, and I think that
will happen here.

But it seems to me we need a bridged demand program that will
put demand in the labor market for middle-skill jobs, and solve a
lot of these problems. And so the simple answer, going back to
President Reagan’s kind of framing, would be infrastructure.
Right? It’s good for the country. It’s good for our citizens. It’s good
for businesses. It’s been proven, if we dynamically scored it, to be
a good investment, and it creates jobs.

So I am just interested, Dr. Jacobs, I think I know your view on
it because you mentioned it and it inspired my question, so thank
you for that because it gave me something to say. But Dr. Winship
and Dr. Mathur, what do you think of that? How do you think a
big national infrastructure program would affect the outcomes on
some of these disturbing statistics?

Dr. Mathur. I mean I do think there is a potential for a big in-
frastructure program, or funding highways to

Representative Delaney. Assuming we paid for it in a smart
way, right?

Dr. Mathur. Yes.

Representative Delaney. Obviously you want to premise it
with that.

Dr. Mathur. If it was efficiently done

Representative Delaney. Like fixing the international tax sys-
tem and generating revenues and building infrastructure, for ex-
ample. But, I'm sorry.

Dr. Mathur. Yes, I think there is the potential. I also think
there are other ways—if you mentioned that it is the lack of skills
that, the middle-skill jobs that are being lost, I think there are also
other ways to do it, which is skills training, or training our youth
to get into the labor market through paid apprenticeship programs.

But I do think that the multiplier on sort of highway infrastruc-
ture spending is large, and there could be economic benefits in the
long run.
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Representative Delaney. Dr. Winship.

Dr. Winship. I'm not opposed philosophically to more infrastruc-
ture spending. I think in practice it probably would not be paid for,
and so I think that would be a mistake to do that. I think the in-
frastructure problem has been a little overstated. There is a nice
paper by Evan Soltas at Columbia University, I think, who makes
a pretty strong case I think that our concerns about infrastructure
have been a little bit overblown.

And T also think that framing—talking about infrastructure in
the context of labor force participation also frames the problem as
being primarily a demand side problem. And as my testimony prob-
ably makes clear, I am a little bit skeptical of the extent to which
the problem is on the demand side versus some supply side issues
we have.

Representative Delaney. Dr. Jacobs, I will give you an oppor-
tunity because I sense I know your answer but

Dr. Jacobs. I think you are probably right. I mean, as I said
earlier, according to analysis by the International Monetary Fund,
increased infrastructure spending can boost short-term economic
growth by 1.5 percent in the short run. This seems like something
we could use. It would create jobs in the construction industry,
which was one of the hardest hit by the Recession and, like many
industries, has recovered more slowly than we might like.

So it seems kind of like a win/win. I feel like every day that there
is a news story about a train derailing, or a highway that is far
bumpier than I would like to see and feel safe on, so it is clearly
a problem that is worth solving for other reasons as well. We know
investing in infrastructure yields long-run rewards across a variety
of outcomes.

Representative Delaney. Thank you.

Chairman Coats. Congressman Paulsen.

Representative Paulsen. Thank you, Mr. Chairman. I appre-
ciate the testimony we have had here today, as well. I know some
believe that it is okay to accept slower economic growth and a
lower workforce participation rate, and accept this as sort of new
normal, and it is okay for wages to be flat for such a long period
of time, or it is okay for record numbers of people that are working
part-time that would like to work full-time, and it’s okay for mil-
lions unfortunately to be in this chronically unemployed category,
but I want to ask this question.

The focus of the hearing here is the participation rate, what the
work opportunities are, what the incentives are, and how do we im-
prove the situation. It seems we are looking at two sides of the
labor coin here.

On the employer side, you have got the fact that many busi-
nesses are unable to fill the positions that they have available, be-
cause they cannot find eligible candidates to fill the jobs and the
requirements.

Then you have got the employee side of the equation where you
have got involuntary part-time workers, six-and-a-half million, as
you mentioned, Dr. Mathur, that cannot seem to find the additional
hours that they want to work, either because they cannot find the
job with more hours, or possibly because there are policies that
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have left their employer in a position with the undesirable option
of cutting hours to avoid regulatory penalties.

So, Dr. Mathur, if I can ask you this: In your estimation, what
can be done on the employer side to help find qualified applicants?
And what kinds of programs, perhaps apprenticeships, can employ-
ers embrace to hire workers that might also then reduce the con-
cern that workers may transfer to a different employer after
they’ve invested so much time in getting the training/and getting
the expertise?

Dr. Mathur. So I have talked a lot about for youth who are
graduating, I think we do need paid apprenticeship programs.
What we are seeing is that a lot of them are reaching the labor
market with high levels of student debt but unable to find jobs, and
therefore being sort of permanently scarred, or scarred for long pe-
riods of time because they do not have the incomes to pay off the
debt and they are not getting the right jobs.

So I think we are seeing experiments around the country where
I was reading yesterday about an apprenticeship school where, you
know, if you're in high school, or if you decide not to go to college,
you can go into these schools and basically get training. Or even
in school go and work at an employer and be trained for exactly
the job that you might be required to do after you graduate.

So I think those kinds of programs are extremely important cur-
rently, given that youth unemployment has doubled, the official un-
employment rate. Those kinds of programs would really help our
youth to get the jobs that they need.

On the other side of the pool of unemployed who are not finding
jobs and the employers who are willing—who are not willing to
hire them because they are afraid of what their skills are, or how
much experience they have lost, I think experiments like we just
mentioned, the Wiscons